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investments held by the Federal Agri-
cultural Mortgage Corporation (Farm-
er Mac). The purpose of this subpart is
to ensure safety and soundness, con-
tinuity of funding, and appropriate use
of non-program investments consid-
ering Farmer Mac’s special status as a
Government-sponsored enterprise
(GSE). The subpart contains require-
ments for Farmer Mac’s board of direc-
tors to adopt policies covering such
areas as investment management, in-
terest rate risk, and liquidity reserves.
The subpart also requires Farmer Mac
to comply with various reporting re-
quirements.

§652.5 Definitions.

For purposes of this subpart, the fol-
lowing definitions will apply:

Affiliate means any entity established
under authority granted to the Cor-
poration under section 8.3(b)(13) of the
Farm Credit Act of 1971, as amended.

Asset-backed securities (ABS) means
investment securities that provide for
ownership of a fractional undivided in-
terest or collateral interests in specific
assets of a trust that are sold and trad-
ed in the capital markets. For the pur-
poses of this subpart, ABS exclude
mortgage securities that are defined
below.

Eurodollar time deposit means a non-
negotiable deposit denominated in
United States dollars and issued by an
overseas branch of a United States
bank or by a foreign bank outside the
United States.

Farmer Mac, Corporation, you, and
your means the Federal Agricultural
Mortgage Corporation and its affili-
ates.

FCA, our, or we means the Farm
Credit Administration.

Final maturity means the last date on
which the remaining principal amount
of a security is due and payable (ma-
tures) to the registered owner. It does
not mean the call date, the expected
average life, the duration, or the
weighted average maturity.

General obligations of a state or polit-
ical subdivision means:

(1) The full faith and credit obliga-
tions of a state, the District of Colum-
bia, the Commonwealth of Puerto Rico,
a territory or possession of the United
States, or a political subdivision there-
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of that possesses general powers of tax-
ation, including property taxation; or

(2) An obligation that is uncondition-
ally guaranteed by an obligor pos-
sessing general powers of taxation, in-
cluding property taxation.

Government agency means an agency
or instrumentality of the TUnited
States Government whose obligations
are fully and explicitly guaranteed as
to the timely repayment of principal
and interest by the full faith and credit
of the United States Government.

Government-sponsored agency means
an agency, instrumentality, or cor-
poration chartered or established to
serve public purposes specified by the
United States Congress but whose obli-
gations are not explicitly guaranteed
by the full faith and credit of the
United States Government, including
but not limited to any Government-
sponsored enterprise.

Liquid investments are assets that can
be promptly converted into cash with-
out significant loss to the investor. A
security is liquid if the spread between
its bid price and ask price is narrow
and a reasonable amount can be sold at
those prices promptly.

Long-Term Standby Purchase Commit-
ment (LTSPC) is a commitment by
Farmer Mac to purchase specified eligi-
ble loans on one or more undetermined
future dates. In consideration for
Farmer Mac’s assumption of the credit
risk on the specified loans underlying
an LTSPC, Farmer Mac receives an an-
nual commitment fee on the out-
standing balance of those loans in
monthly installments based on the out-
standing balance of those loans.

Market risk means the risk to your fi-
nancial condition because the value of
your holdings may decline if interest
rates or market prices change. Expo-
sure to market risk is measured by as-
sessing the effect of changing rates and
prices on either the earnings or eco-
nomic value of an individual instru-
ment, a portfolio, or the entire Cor-
poration.

Maturing obligations means maturing
debt and other obligations that may be
expected, such as buyouts of long-term
standby purchase commitments or re-
purchases of agricultural mortgage se-
curities.

312



Farm Credit Administration

Mortgage securities means securities
that are either:

(1) Pass-through securities or partici-
pation certificates that represent own-
ership of a fractional undivided inter-
est in a specified pool of residential
(excluding home equity loans), multi-
family or commercial mortgages, or

(2) A multiclass security (including
collateralized mortgage obligations
and real estate mortgage investment
conduits) that is backed by a pool of
residential, multifamily or commercial
real estate mortgages, pass-through
mortgage securities, or other
multiclass mortgage securities.

(3) This definition does not include
agricultural mortgage-backed securi-
ties guaranteed by Farmer Mac itself.

Nationally recognized statistical rating
organization (NRSRO) means a rating
organization that the Securities and
Exchange Commission recognizes as an
NRSRO.

Non-program investments means in-
vestments other than those in:

(1) ‘““Qualified loans’” as defined in
section 8.0(9) of the Farm Credit Act of
1971, as amended; or

(2) Securities
“‘qualified loans.”

Program assets means on-balance
sheet ‘‘qualified loans’ as defined in
section 8.0(9) of the Farm Credit Act of
1971, as amended.

Program obligations means off-balance
sheet ‘‘qualified loans’ as defined in
section 8.0(9) of the Farm Credit Act of
1971, as amended.

Regulatory capital means your core
capital plus an allowance for losses and
guarantee claims, as determined in ac-
cordance with generally accepted ac-
counting principles.

Revenue bond means an obligation of
a municipal government that finances
a specific project or enterprise, but it
is not a full faith and credit obligation.
The obligor pays a portion of the rev-
enue generated by the project or enter-
prise to the bondholders.

Weighted average life (WAL) means the
average time until the investor re-
ceives the principal on a security,
weighted by the size of each principal
payment and calculated under specified
prepayment assumptions.

collateralized by
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§652.10 Investment management and
requirements.

(a) Investment policies—board respon-
sibilities. Your board of directors must
adopt written policies for managing
your non-program investment activi-
ties. Your board must also ensure that
management complies with these poli-
cies and that appropriate internal con-
trols are in place to prevent loss. At
least annually, your board, or a des-
ignated subcommittee of the board,
must review these investment policies.
Any changes to the policies must be
adopted by the board. You must report
any changes to these policies to FCA’s
Office of Secondary Market Oversight
within 10 business days of adoption.

(b) Investment policies—general require-
ments. Your investment policies must
address the purposes and objectives of

investments, risk tolerance, delega-
tions of authority, exception param-
eters, securities valuation, internal

controls, and reporting requirements.
Furthermore, the policies must address
the means for reporting, and approvals
needed for, exceptions to established
policies. Investment policies must be
sufficiently detailed, consistent with,
and appropriate for the amounts,
types, and risk characteristics of your
investments.

(c) Investment policies—risk tolerance.
Your investment policies must estab-
lish risk limits and diversification re-
quirements for the various classes of
eligible investments and for the entire
investment portfolio. These policies
must ensure that you maintain pru-
dent diversification of your investment
portfolio. Risk limits must be based on
the Corporation’s objectives, capital
position, and risk tolerance. Your poli-
cies must identify the types and quan-
tity of investments that you will hold
to achieve your objectives and control
credit, market, liquidity, and oper-
ational risks. Your policies must estab-
lish risk limits for the following four
types of risk:

(1) Credit risk. Your investment poli-
cies must establish:

(i) Credit quality standards, limits on
counterparty risk, and risk diversifica-
tion standards that limit concentra-
tions based on a single or related
counterparty(ies), a geographical area,
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